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» BDITORSIEOL « 


Reconversion! What Does it Mean to You? 


It is almost universally acknowledged that reconversion cannot be a 
case of ‘getting back” to pre-war conditions. 

Many business men appreciate that it does mean establishing a going 
and producing business. The flow of commodities in the markets will indi- 
cate the progress of this new business,—post-war business. Many of us 





have not the over-all picture of what it means to Canada as a whole. 

To what extent did Canada industrialize for the recent war effort? 
This can perhaps be visualized in many ways. Let us take a look at the 
income in various parts of Canada, before the recent war and make a com- 
parison of the income, in the same locations, during the war. While a por- 
tion of the variation may be due to price increases, due to the Canadian price 
control policy, it may reasonably be said that the most of the variation is 
due to industrialization even though this may include the farming industry. 

If the 1939 income factor is measured at 100%, the following figures 
will be a reasonable measure of the extent to which the war income rose. 
These figures are not the peak figures but they do serve to indicate the 


income increase trend. 





Charlottetown .....cccccceeeeeees 142% PIAMAGR, ...scccscscieccnsiessassveusers 650% 
PRNIIN cos ciasesinseaunsccnesesodesanavs 770% OREO a sancsscscnesiciavisanederctiases 465% 
ARE NGI» ccconssccssesstarssivisceses 720% BOLE WMA: cicccesssrrsccsnvasencce 1,195% 
RN Casi ctiuccsraxendeseuntessavestienes 620% WHINDIB ER: (ssiscsesseccrsvsseecxssncoeess 675% 
BA ORELGAL, ssicossessssarssevenssoncnqenes 575% GRIN? .ssssvesasosevvessssnispesvnisran’s 1,045% 
AIR s5cs ccsadcavocnuceansavasonnsen 560% BASEGOOLD cssccisssicacacescconsnssaives 1,780% 
PRA RBLORE cassissssssaecsssevasessasesees FIOFO GABA: vis cscissassnvassracsctiassiorsess 455% 
BPO VIS ccccececsovsesessevsessossesss 740%  - Edmonton 910% 
Toronto 395% Vancouver 630% 

WiBK OD iasiesesssceeies seuss, “AIST 





One could offer many reasons for these increases in income, one im- 
portant example would be ghifting of population. Regardless of this, the 
money was there during the war period. The production capacities,—new 
plants and the accompanying population service provisions, were set up 
as going war concerns. It is true that many plants have been scrapped in total, 
but many plants have been converted into potential and actual peace time 
production. It must therefore be conceded that there will be a reduction of 
total income in the country as a whole but many of the above mentioned 
locations will retain a large portion of the income volume in new, revived 
and converted production. 

Reconversion is in progress. When shall it be said that it has been 
completed? Various business associations have the information in their 
particular lines, but that information cannot apply generally because, in 
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Canada 70% of all businesses are in the ‘small’ class. How are these small 
operations progressing? 

Retarding factors include strikes, material shortages, skilled labour 
shortages, along with the restraining force still effective in price controls. 

Reconversion may be here to-day,—but it may “have been” accomplished 
and realized to-morrow. Keep your ear to the ground. 

One cannot “‘see it,” “hear it’ or “smell it’—but one of these days we 
will wake up to the fact that CONVERSION is HISTORY. 





New Members 
Edmonton 


W. A. Russell, Treasury Office. 

P. Powers, 10432-127 St. 
Fort William-Port Arthur 

Carl C. Long, Coca Cola Company. 

R. Murray Handford, Thos. Falls Estate. 
Hamilton 

James Bougher, Bauslaugh Hardware, Waterford. 

James Grant, Delta Chemical Co., Brantford. 
Kingston 

D. R. Boal, Canadian Industries Ltd. 

Frank Johnson, A. Davis & Son Ltd. 

Thomas Adair, I. W. Bennett & Son Ltd., Gananoque. 
Niagara 

E. P. Coles, Maple Leaf Milling Co. Ltd., Port Colborne. 

G. A. Smith, Maple Leaf Milling Co. Ltd., Port Colborne. 

N. K. Michener, 44 Wilton Avenue, Welland. 
St. Maurice Valley 

J. A. Pichette, Consolidated Paper Corp., Grand’Mere. 
Toronto 

A. U. Oakie, Rubber Association of Canada. 

C. F. Frederickson, Gair Co. (Canada) Ltd. 

S. A. Norman, C.P.A., Pye, Smith & Co. 
Vancouver 

Lloyd G. Coulter, Consolidated Mining & Smelting Co. of Canada Ltd. 
Victoria 

Miss Lily V. Henderson, Treasury Office. 

William Dron, 2744 Bowker Avenue. 

John C. K. Fielden, B.C. Power Commission. 

F. C. Roberts, 900 Wharf St. 

A. R. Willis, Yarrows Ltd. 

Norman Smyth, Cost Inspection & Audit Division. 

S. E. Espley, Cost Inspection & Audit Division. 
Windsor 

E. B. Hassberger, John Wyeth & Bro. (Canada) Ltd. 
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Non-Resident 

E. Harris, Dome Mines Ltd., South Porcupine, Ont. 

G. E. Hetherington, Giant Yellowknife Gold Mines Ltd., Yellowknife, 
N.W.T. 





Chapter Notes 
CALGARY CHAPTER 


The Annual Meeting of the Calgary Chapter to elect officers took place 
at the Avenue Grill, on April 24, 1946, at which Mr. T. Ross Humphries 
was elected chairman, Mr. Harry G. Saxton, Vice-Chairman, and Mr. G. N. 
Hall, Secretary-Treasurer. By ballot the following Directors were also 
elected: Mr. G. Gilker, Mr. C. M. Raeper, Mr. R. R. Gibb and Mr. A. W. 
McNeil. Mr. Bowsher, presenting the Directors’ Report for 1945, reported 
an increase of 20 in senior membership and 45 in student membership. 
Tota! membership in the Chapter now stands at 107. 

The first regular meeting of the Calgary Chapter under the direction 
of the new executive was held at the Avenue Grill on May 8th with 37 
members present. Mr. Ross Humphries was in the chair and the program 
consisted of discussion of Accounting Problems deposited in our ‘Question 
Box”. The presentation of a pen and pencil set was also made at the 
meeting to our faithful Secretary-Treasurer of the previous year, “Monty” 
Montgomery. This pleasant duty was performed on behalf of the Chapter 
by Pat Bowsher, our immediate past chairman. 

The Directors for the ensuing year held an organization meeting on 
April 29th where it was decided that the duties of the Secretary-Treasurer 
were becoming too extensive for the one person to handle and that this 
year both a Secretary and a Treasurer be appointed. Gil Hall, as previously 
reported, will continue as Secretary and Bert McNeil was appointed to the 
position of Treasurer for the year. Other committees set up and appoint- 
ments made for the 1946-1947 year are as follows: 

Programs—G. S. Gilker, Chairman; D. Robertson, D. G. Miller and 
R. Berrington. 

Publicity—A. W. McNeil, Chairman; J. P. Allan and J. Payne. 

Student Advisory—R. R. Gibb, Chairman; B. Hills, R. P. Pearpoint and 
R. M. Crockett. 

Student Membership—T. A. Montgomery. 

Membership—C. M. Raeper, Chairman; W. J. Mack, H. J. Howard 
and W. J. Clapham. 

Accounting Research—aA. P. Bowsher, Chairman; J. M. Gardiner, J. S. 
Peppard and J. H. Cooper. 

Attendance—C. A. Ball, Chairman; H. N. Buchan and L. W. Bessell. 

Rehabilitation—H. G. Hughes, Chairman; F. S. Holmes. 

Librarian—A. P. Bowsher. 

The last regular meeting of the Chapter was held May 22, 1946. Mr. 
Gordon Wright, of the Dominion Government Annuities Branch was the 
guest speaker of the evening, his subject being “Dominion Government 


Annuities and Group Pension Plans.” 
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We wish to take this opportunity of welcoming the following as student 
members of the Society: O. E. Bishop, H. Johnston and L. P. Rennie. 


EDMONTON CHAPTER 


At the last meeting of the season the Edmonton Chapter elected officers 
for the coming year. Mr. J. Hunter, of Aircraft Repair Ltd., was elected 
Chairman, Mr. J. S. Henderson, Vice-Chairman, and Mr. D. Robison, Secre- 
tary. The following Directors were elected: J. Cowley, I. S. Henderson, 
J. Hunter, H. Moore, W. McKinnon, W. A. Plowman and D. Robison. 

A very satisfactory season was concluded with this meeting and under 
the guidance of our new chairman we lock forward to another successful 


season. 
FORT WILLIAM-PORT ARTHUR CHAPTER 


The Annual Meeting of the Chapter was held at the Royal Edward 
Hotel to elect officers for the coming year. Mr. R. B. LeCocq was elected 
Chairman, while Mr. Lindsay Stanfield succeeds Mr. R. J. Hunter as Secre- 
tary-Treasurer. By ballot the following Directors were elected: C. W. 
King, S. A. Arthur, R. K. Piper, W. J. Strachan, C. D. Henderson, G. M. 
Brown and A. G. Scott. Mr. R. J. Hunter presented his annual report and 
Mr. D. R. Harrison, who was elected to be the Chapter Representative at the 
Silver Anniversary at Niagara Falls, gave a resume of the Chapter’s activities 
for the year. 

Mr. J. D. Healey concluded his review of “Accounting Principles and 
Practice’, dealing specifically with interpretation of financial statements, 
which prompted a following discussion. Thanks were extended to the 
retiring officers following which a travel film was shown to round out the 
evening’s entertainment. 

KITCHENER CHAPTER 

The election of officers for the coming year was given first consideration 
at the May meeting of the Kitchener Chapter. The Chairman, Mr. E. C. 
Codling, presided. Mr. Buchanan, the Secretary-Treasurer, announced the 
names of the following new Directors: W. L. Jardine, N. R. Barfoot, R. 
Harrison, $§. A. Nicholson, D. G. Seebach, V. M. Buchanan, E. W. Gillespie, 
G. M. Walker, J. A. Wight, E. C. Codling and L. D. Nethercott. 

The guest speaker was Mr. R. K. Roy, of C. B. Taylor, Cost Consultants, 
Toronto, who gave an ispiring address on “Distribution of Overhead’. Mr. 
Roy suggested the meaning of lowering overhead including the setting up 
of cost centres and in depreciation. Mr. G. M. Walker introduced the 
speaker while the thanks of the Chapter was tendered by Mr. D. G. Seebach. 

J. Nelson Allan, Secretary-Treasurer of the Ontario Society, and Secretary 
of the Canadian Socity, was a welcome guest as always. He made several 
announcements regarding the fortpcoming Annual Meetings of the two 
Societies at Niagara Falls. Kitchener Chapter’s representatives include W. L. 
Jardine, G. M. Walker and E. C. Codling. 


LETHBRIDGE CHAPTER 
At the Marquis Hotel, May 9, 1946, the Lethbridge Chapter held its 
election of officers for the 1946-47 season. Mr. H. S. Greenway, whose 
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services were largely instrumental in bringing about the formation of the 
Chapter, was elected Chairman. He is to be assisted by J. D. Brownrigg, 
Vice-Chairman, and M. A. Parkyn, Secretary-Treasurer. Jack Craine, Jack 
Lakie, D. C. Robison and J. A. Williams were elected Directors for the 
coming year. Mr. Greenway presented his report of the Chapter thus far 
and outlined plans for increasing membership and for a weekly study class 
for the benefit of the student members. 

The speaker of the evening, Mr. William Purves-Smith, spoke about 
accounting problems confronting the small business man, placing special 
emphasis on income tax returns. The speaker urged a sound system of 
accounting to give the business man an exact picture of his financial posi- 
tion. During the following discussion period it was agreed that the business 
man’s reluctance to confide fully in his accountant instead of his lawyer, was 
much to the disadvantage of his business. 


LONDON CHAPTER 


The annual election of officers was held at the Hotel London, May 23, 
1946, at which the following Directors were elected: C. E. Costain, C. J. 
England, L. W. Bennett, J. J. Masse, M. Ballantyne, J. H. Edwards, S. C. 
Ferguson, M. P. McBain, K. J. Queale, C. L. Guest, F. N. Ware. 

With regret the retirement of Mr. F. A. Douglas as a director and 
member, on account of health and duties, was announced. 

The topic of the evening’s discussion was “What Are Wages?” which 
was introduced by the Chairman and was taken part in by all present. 

On June 7, 1946, the Directors met to choose Mr. C. E. Costain as their 
Chairman, Mr. J. J. Masse, Vice-Chairman, and Mr. F. N. Ware, Secretary- 
Treasurer. 


NIAGARA CHAPTER 


Niagara Chapter meetings for the year were terminated with the 
Annual Meeting held April 23, 1946, ot the Welland House. The following 
officers were elected for the 1946-1947 year: Mr. A. M. Chesher succeeds 
Mr. Poynton as Chairman, Mr. Allan Stevens was returned as Vice-Chairman, 
while Mr. J. W. Shea was elected Secretary-Treasurer. The following 
Directors were elected: A. M. Chesher, A. Stevens, F. E. Poynton, F. L. 
Stout, J. McLaren, L. Neal, D. B. Jones, C. I. Little, F. A. Haultain, G. 
Oates, J. E. Thorpe, A. Boyce and F. H. Hesler. Final plans were made for 
Niagara Chapter’s participation in the Annual Meeting at the General Brock 
Hotel, where Niagara and Hamilton Chapters are acting as co-hosts. 


OTTAWA CHAPTER 


The final meeting of the Ottawa Chapter for the 1945-46 season took 
the form of a visit to Cornwall where the members were the guests of the 
management of Courtaulds (Canada) Lemited. 


A private bus chartered for the trip and the party consisted of some 
forty in all. Arriving in Cornwall at 6 p.m., the group proceeded to the 
Cornwallis Hotel where members of the staff of Courtaulds were waiting and 
where a very excellent dinner was served. The Ottawa Chapter was wel- 
comed by the President of the Company, Mr. S. G. Dixon, K.C. Mr. D. 
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Giles, Executive Vice-President, and Mr. G. W. Scarth, R.I.A., Secretary- 
Treasurer, also added their welcome. 

A far too brief, but very interesting tour was made of the plant, with 
various members of Courtaulds staff conducting small parties through the 
different departments. 

To many of the members of the Ottawa delegation who spend most of 
their days sitting at their desks the walks through the tunnels connecting 
the four main buildings and the climbing of stairs constituted enough 
exercise for a month and the “refreshments’”” which were served afterwards 
were extremely welcome. Due to the late hour it was not possible to spend 
very long after the tour with the hosts but, in the short time at the members’ 
disposal, the barrage of questions which ranged from “spinners” to “cost 
control”, proved how interesting the trip had been. 

Mr. R. Hartin, retiring chairman of the Chapter, expressed the thanks 
of the Society to the management and staff of Courtaulds for their hos- 
pitality and, in his reply, Mr. D. Giles stated that he hoped another trip 
could be arranged so that more time could be spent at the plant and attention 
given to systems of accounting, costing and control. 

The return trip to Ottawa was considerably shortened by the efforts 
of some of the Chapter’s “would-be” tenors and baritones and the wierd 
noises emanating from the bus must have scared many a family in the 
country homes and farms! 

During the evening, the members were told of the results of the election 
of officers which was held at the meeting in April. For the 1946-47 season, 
Mr. A. Hyndman, of the E. B. Eddy Co., was elected Chairman, with the 
Board of Directors consisting of J. S. Benson, R. Hartin, D. R. Hutton, 
R. W. Mitchell, F. E. Wood, W. H. Carley, W. A. Henderson, and A. Rivers. 

Following the success of the Cornwall trip, the new Directors hope 
to be able to arrange at least two such visits next season. There are many 
interesting plants within casy bus distance of Ottawa and it is felt that there 
is a great deal to be learned from these tours of the various industries in 
the Ottawa Valley. 


ST. MAURICE VALLEY CHAPTER 


A special general meeting of the St. Maurice Valley Chapter was held 
May 8, 1946, with a very encouraging attendance. Members from Montreal 
and Quebec City Chapter were welcome guests. 

Mr. P. W. Wright, of Montreal, was appointed by the Council to preside 
as Chairman; Mr. R. Herron as Secretary. A motion was passed that the 
territorial limits of the Shawinigan Falls Chapter be fifty miles from 
Shawinigan Falls to include the town of La Tuque. Mr. Henry Pike was 
elected Chairman for the coming year, to be assisted by A. F. Gurr, 1st 
Vice-Chairman; L. W. O'Connor, 2nd Vice-Chairman, and J. U. Courteau, 
Secretary. The following Directors were elected: P. Bellehumeur, A. 
Dupont, J. H. DeCotret, Dr. C. Crutchfield, G. H. Matte, D. R. Patton, 
D. B. Peddie, R. Query and P. W. Wright. 

Mr. Wright gave an outline of the aims and objects of the Institute and 
the Dominion Society and presented a certificate granting the Charter to 
the St. Maurice Valley Chapter. The certificate was accepted by Mr. Henry 
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Pike who thanked Mr. Wright for the assistance that had been extended in 


the organization of the Chapter. 

Mr. F. Rutherford, C.A., of McGill University, the guest speaker of 
the evening, spoke on Fundamentals of Cost Accounting, which was fol- 
lowed by a lively discussion period. Thanks were extended to the speaker 
by Mr. Gurr. 


VICTORIA CHAPTER 


At the first Annual Meeting of the Victoria Chapter the attendance was 
very encouraging. Following the election of officers it was announced 
that Mr. George Marshall succeeds Mr. K. R. Genn as Chairman, while Mr. 
George C. Harris is the new Vice-Chairman, and Mr. A. A. Lindner the 
Secretary-Treasurer. Mr. S. E. Espley, Mr. P. J. Frampton and Mr. F. W. 
West were elected Directors for the coming year. The retiring Chairman, 
K. R. Genn, presented a very comprehensive report of the past year’s activities 
which was followed by an address by the new Chairman, George Marshall, 
who expressed his appreciation for the effort put forth by the retiring 
Chairman during the formation and the first months of the Chapter’s 
existence. Plans were laid for increasing membership, conducting study 


groups and arranging Chapter programs. 
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“| “DITTO PAYROLL 
om - — METHOD HAS PROVED ITSELF 


MORE ACCURATE — LESS COSTLY — SAVES 
SUBSTANTIAL SUMS MONTHLY!” 


Godchaux Sugars, Inc., New Orleans, Louisiana 


Wage incentive plans, overtime, 
direct and indirect hourly pay, salaries, de- 
ductions—all are taken in stride by Ditto’s 
One Writing Payroll System! From a single, 
TASTY CO simple, paper original Ditto completes every 
needed payroll record with absolute accu- 
racy—startling speed. In addition to payroll 
—production, order-billing, purchasing and 
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. every business system acquires new efficiency 
and flexibility—through Ditto’s One Writing 
magic. 


Write today for case history report #4507 
giving complete information about the 
Godchaux Payroll System. Reports on 
other Ditto systems also available. 

DITTO of Canada, Limited 
185 Bay St., Toronto, Canada 
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WHEREVER YOU GO, YOU SEE 
BURROUGHS MACHINES 








@ illustrated is a small part of the bookkeep- 
ing department of a large bank. The exten- 
sive use of Burroughs machines is typical, 


not only of banks, but of offices in all lines 

ot business throughout the Dominion. 
Developing more efficient mechanized routines . . . providing more accounting information 
for management . . . saving time and reducing costs — these are matters on which 


Burroughs systems and installation men specialize in serving all lines of business. 
Working daily on the business machine problems of hundreds of organizations, they 
have the wide experience which—with the pooled experience and knowledge of many 
Burroughs specialists—enables them to analyze problems, develop efficient procedures . . . 
and follow-through to insure maximum benefits. This superior counsel is another reason 
why you see Burroughs machines wherever you go. 


BURROUGHS ADDING MACHINE OF CANADA, LIMITED 
FACTORY AT WINDSOR, ONTARIO. 


Burroughs 


ADDING, CALCULATING, ACCOUNTING, BILLING AND STATISTICAL 
MACHINES — NATIONWIDE MAINTENANCE SERVICE — BUSINESS 
MACHINE SUPPLIES. 
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Current Literature Digest 





By HAROLD BRICKER, C.G.A., R.LA. 
WORLD WIDE ACCOUNTING PRACTICES AND METHODS 


We are too often reminded in various publications that bookkeeping, 
accounting and auditing, in the English speaking countries originated in 
England and Scotland. This is true from an historical or chronological 
point of view. It is, however, not fully appreciated that modernization 
and streamlining of big business accounting and cost accounting is many 
years to the fore in Canada and the United States. 

This is verified in an article in a recent edition of ‘The Accountants’ 
Magazine’, on Punched-card accountimg. In this article the old 36 item 
or factor card is illustrated. The comparison is obvious when the 80 factor 
or item card in use in Canada is considered. While it might be misleading 
to state that the accounting pace is proportionately slower, it is certain that 
streamlined and especially tabulating accounting is not yet world wide. This 
may be one of the few advantages we enjoy in the world export field. 


INTERNATIONAL TRADE DEVELOPMENT AND THE ACCOUNTING 
PROFESSION 

The Canadian Chartered Accountant in a recent editon published an 
address given before the Society by M. W. Mackenzie, C.A., Deputy Minister 
of Trade and Commerce, Ottawa. While the subject covered trade in 
general there was a section on “National Accounting”, which suggested that 
the accounting profession might well devote some time to the field of 
national accounting. The reference was to the determination of national 
income, rather than merely the preparation of the Dominion’s balance sheet. 
This is a field that is usually considered the sphere of the economist and 
statistician, he stated, but he did not see why it should be theirs exclusively. 
Of recent years there has been a tremendous increase in the importance 
attached to figures of the national income, and to statements of the country’s 
international position, both on current and capital account. These figures 
are important because of their relation to budget policy, employment policy, 
commercial policy, and so on. Until a few years ago the business of keeping 
track of the nation’s income and of foreign assets and indebtedness was a 
rather casual and academic type of statistical study, but he thought, it is 
now becoming a job to which the accountant should be able to make a real 
contribution. Why should not a profession, which above all else is con- 
cerned with the determination of income in the general sense, not play an 
important part in the determination of national income? 

The field should be open not only to general accountants and public 
accountants but also to Industrial and Cost Accountants. 


ACCOUNTANTS AND UTILITARIAN WRITING 


More and more importance is being attached to written reports and 
also to the ability of the staff to write satisfactory reports. In ‘The Journal 
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of Accountancy”, in a recent edition, John Mantle Clamp, a special con- 
sultant in writing and speech, has produced an article which presents many 


technical observations. 

Accountants as practitioners are little concerned with “literary art’, 
as commonly conceived. They are aiding, nevertheless, in the development 
of a new and much needed literary form, that of utilitarian writing,—telling 
the plain matter of fact, fitly. Such writing has two difficulties. One, 
growing out of the nature of the language, is that of finding the verbal 
expression for the technical material which is adequate and reliable. An- 
other,—the accountant is primarily an investigator of business situations,— 
that when he has succeeded in translating his professional findings into 
words, he is apt to feel that his responsibility is ended, whether his message 
is in the form that laymen will properly understand or not. 

Putting into verbal form the results of professional analysis demands 
first of all accuracy,—exactness of statement. The English language is 
essentially inexact. Yet, in accuracy, the accountant has an excellent score. 
Choosing words and making sentences parse, so as to say what he means, 
in spite of the vagaries of language, has become a habit. However, his 
control of communication technique could go much further. No material 
matter must be omitted or slurred over. Yet, it must not be too lengthy 
for the busy client or executive to read. The result is a constant struggle 
for conciseness,—in which the accountant does not score so well. His effort 
for compact statement often leads to telescoping, intricacy, or ambiguity. 
His presentation must be objective and the facts stated just as the investi- 
gation has revealed them,—without emotional colouring. Our language 
been developed to carry not only thought, but also 
feeling. How harc is to write literally. How largely, although perhaps 
unintended, our meaning is conveyed by suggestion or the implication of 


through the ages has 
1 it 


personal acquaintance. 

Making sure of entire objectiveness in language probably causes account- 
ants more trouble than any question of correctness in vocabulary or syntax 
Yet, this is daily being accomplished by men who never think of them 
selves as ‘‘writers’. They possess the honest purpose of telling the whol 
truth and nothing but the truth. In their professional work they have been 
trained to observe closely and work carefully. 

Examples are given to substantiate and verify these inferences. It is, 
however, impossible in the space allowed here to give these in dtail. It 
might be interesting to outline some of the methods of measurement of the 
context of reports and make comparisons with editorials for example. To 
do this, an analysis in detail is made. Let us examine, A.—an editorial, 
B.—a draft of a report, C—a memorandum report. 


A B c 
WOELdS «......:: onsale tioopsmeacasstinsbosnteadd 83 396 411 
Sentences,—average word lenth ................. 28 36 29 
Clauses,—average word length ............ ssses 0 13 13 
One syllable words ..............c:cceeeeee seseenes 53% 64% 63% 
MAVOUSUILAD IE WOEGS <snssccsrecdvesescscessesssesesresentes 25% 19% 20% 
Three syllable words ..........:cs:sscccsseseseeseee . 20% 17% 17% 
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CORNEGHIVES OLAS: osc.sscces-scceastsessisostseensteens 47%6 51% 54% 
SAKOMS WOLDS. csccecscactesestrataneitencrtaseence tne 57% 63% 64% 
Latin words .... Wepre rer 43% 37% 36% 

In (A), the editorial; which is representative of many reports and 
memorandums, the selection of words contributes largely to the effect of 





heaviness. There is a repetition of defining phrases, a clumsy practice which 
is far too common in reports and memorandums. 

In (B), the Report Draft, the main feature is the smooth, readable flow 
of the statements. This results largely from the ingenious diversification of 
sentence emphasis. Instead of the “normal order’ repeated over and over, 
with the main idea always focased at the opening, in the 11 sentences of 
the passage the main emphasis comes, five times, near the close of the 
sentence, and four times near the middle and only twice at the opening. 
This is an excellent example of sentence construction that is easy to read,— 
diversified, yet simple. 

In (C), the passage is notable for its directness, although the situation 
is evidently one requiring tact and delicacy of handling. It gives the im- 
pression of plain definiteness,—it is positive without being sharp. The 
informal opening sentence is at once friendly and direct,—obviously, good 
writing. 

In working out drafts of reports and memorandums the accountant may 
be neglecting an invaluable supplement to his logical scrutiny of the thought 
units. This is the conscious utilization of his ear sense. It provides an 
immediate test of the naturalness of his writing. It helps to keep his writing 
close to talk. 

If you find that in your own writing, when read aloud, the breath groups 
are long and the emphasis light, you have a warning signal. Utilizing 
your automatic ear-sense consciously will render your effort more reliable. 
To be able to tell bis story plainly, the accountant needs to learn to manipu- 
late, efficiently, the elements of rhetorical structure. 

THE DICTIONARY HABIT 

Jennie M. Palen has commented: 

The dictionary habit is one habit which, once acquired, you will never 
abandon. No one lives who is so erudite that he never needs to consult a 
dictionary, and no literate person who consults a dictionary whenever he 
hears or reads a word whose exact meaning he does not know can fail to 
become erudite. Accountants, whose work involves meticulous accuracy, 
should carry that urge for accuracy over into their use of the spoken and 
written word. With their fine flair for taking pains they should speak and 
write superlatively- well. 


SITUATION WANTED 


20 years’ experience. At present with large com- 
pany. Would like to secure a position as accountant or 
cost acountant with a reputable firm in a small centre. 
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Loss of Earnings Insurance 


By MR. A. GREGORY 
Fire Superintendent, Royal Liverpool Groups, Montreal Branch 
An Address Before the Ottawa Chapter 


I was very pleased to receive this invitation to talk to you to-night 
because it is not very often one has the privilege of meeting a group of 
persons who are interested in insurance from the buyer’s point of view, 
and if we have time for a few questions later on, there is every possibility 
that I shall be able to gain as much information from you as I hope I can 
impart to you. 

You will, I feel sure, readily understand that I have no idea to what 
extent each one of you individually is acquainted with my subject, and that 
it will be necessary, first of all, to give you a very brief account of the 
history and basic principles of the insurance of earnings. If, in doing so, 
I shall be telling some of you something which you know already, I am sure 
you will forgive me for the benefit of those who may not have even a 
nodding acquaintance with this form of insurance protection. 

I am only going to deal with the insurance of earnings in relation to 
the peril of fire and those ancillary perils such as Sprinkler Leakage, Wind- 
storm, Riot and Civil Commotion, etc., which are now commonly embraced 
by a fire insurance policy through the extension thereto called the ‘‘Supple- 
mental Contract’. You can, for instance, as you probably know, extend 
a Boiler Explosion policy to cover the consequent loss of earnings due to 
the interruption to business caused by an explosion, but that coverage takes 
a slightly different form, and I don’t want to risk confusing you by covering 
too broad a field. 

Fire insurance, insofar as the provision of indemnity against CAPITAL 
loss due to the destruction of buildings, machinery and stocks by fire is 
concerned has been available to business men for upwards of two hundred 
years, but its corollary, the insurance against loss of earnings arising from 
fire damage, has only been available for a comparatively short time. The 
reason for this previous lack and the modern growth of earnings insurance 
probably lies in several factors. First of all, insurance companies looked 
with disfavour upon the idea of insuring prospective earnings because of 
what we commonly term in our business the “moral hazard”. You will 
perhaps understand the feeling amongst insurance men in earlier days that 
it might be dangerous to protect a business man both against the loss of 
physical assets by fire and also against the probable resultant trading loss. 
He would not then have as much at stake to ensure that he would take 
reasonable precautions to see that his premises were made as safe against 
fire damage as possible than if the physical damage alone were covered. 
Moral hazard can be present in many degrees, ranging from the person who 
perhaps is in financial difficulties and sets fire to his premises to obtain 
needed cash by, shall we say, in effect, the sale of doubtful assets to his 


fire insurance company, to the man who féels that whatever happens, he 
will be fully reimbursed for all financial loss by his insurance policies, and 
therefore is not as careful to see to it that fire hazards are eliminated as 
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far as humanly possible as he would be if he knew that he would suffer 
to some extent financially should his property be damaged by fire. 

Another difficulty was to find a means of measuring trading loss 
resulting from fire damage should the insurance protection be made available. 
Prospective earnings are sometimes of a distinctly intangible nature and 
it did not seem that they would, by any means, be as easy to resolve as the 
assessment of a fire claim concerning real property. 

Gradually, however, Underwriters became more venturesome and experi- 
mented with this type of insurance, and to-day it is a well established 
branch of fire insurance protection. In some ways, I think Underwriters 
have to thank Governments for introducing and extending Income Tax 
provisions, because perhaps you will agree with me that such form of 
taxation has forced many business men, particularly the smaller fry, to keep 
far better accounting records than perhaps they would otherwise do. In 
assessing claims for loss of earnings, the Underwriters have to rely almost 
exclusively on the Insured’s Trading and Profit and Loss Accounting records, 
so you will understand why they can be so seemingly nonsensical as to be 
grateful to the Income Tax Department of a Government. 

You will perhaps be wondering why I have used the expression ‘Loss 
of Earnings’ so much, when insurance agents have maybe talked to you 
about “Use and Occupancy” insurance or “Loss of Profits’’ insurance. I 
have done so purposely to try and get away from those two rather ambiguous 
titles, and I should now explain that actually what are known as “Use and 
Occupancy” policies and “Loss of Profits’’ policies are merely two different 
ways of providing what amounts to practically the same insurance protection. 
Insurance of earnings developed almost independently in the United States 
and in Europe, and the ‘Use and Occupancy” contract is the American way 
of providing the coverage and the “Loss of Profits” contract is the method 
which was developed in Great Britain. In Canada due to the fact that both 
many American and many British Insurance Companies operate here, we 
make available the two forms of this insurance, and in the process unfortun- 
ately land ourselves with the job of many explanations. What sometimes 
happens is that a business man is visited by an agent offering the Use and 
Occupancy contract and then another agent comes along and suggests a 
Loss of Profits insurance, and the prospective purchaser wonders why the 
difference and whether or not the two agents are talking about the same 
thing. They are actually, and he certainly could not purchase both policies 
without paying twice for almost the same thing, but there are certain 
differences in the two contracts which I will touch upon later. 

Before going any further, I must now explain briefly the subject matter 
of this insurance. As skilled accountants, I feel sure you only require to 
have the briefest of statements in this respect. The insurance can be 
broken down into three main parts. It insures (1) The net profit which is 
prevented from being earned because of interruption to business by fire 
damage; (2) The fixed or overhead expenses such as the payroll of important 
employees, taxes, insurance premiums, etc., which still continue to be pay- 
able despite the reduced earning power of the business, and (3) The cost 
of special measures, such as overtime wages, rent of temporary premises, 
etc., incurred in an endeavour to maintain the normal operations of the 
business. 
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In regard to Net Profit, it is of course self-evident that in the case 
of a business operating normally on a profit making basis, that any inter- 
ruption of operations will reduce its profit earning capacity. When we 
speak of Net Profit in connection with an insurance of earnings, we mean 
the Net Profit before deduction of Income and Excess Profits Taxes. Some- 
times we are asked to insure the absolute Net Profit, that is, to leave out 
of the computation of the insurable amount, the sum representing Income 
and Excess Profits taxes payable to the Government, on the grounds that 
there is no reason to protect the Government's interest in the particular 
business in the form of those taxes. When the amount of insurance is thus 
deliberately depressed, the Insured is depriving himself of a complete in- 
demnity because the policy money payable in respect to that absolute net 
profit figure is itself taxable as earnings just the same as though the business 
had actually earned that profit through normal operations so it would not 
end up by being an absolute net profit after all. 

Although a business may be shut down, either wholly or partially, 
after fire damage to premises or plant has occurred, certain overhead or 
fixed expenses continue to be payable or do not diminish directly propor- 
tionately to the falling off in operations or earnings. For instance, the 
interest cost of borrowed money would normally remain unchanged, perhaps 
also it might be good policy to keep all or part of the employees on the 
payroll to avoid losing them, although temporarily there may be little or 
no work for them to do, and so on. If our earnings insurance only concerned 
itself with the amount of Net Profit, then you will readily understand that 
it would not provide a satisfactory protection, because such net profit would 
perhaps all be swallowed up in the cost of those expenses which still remain 
a liability and which would not be earned by the business. 

I might interpolate here, that if a business is operating at a loss and 
in consequence is not actually earning all of its overhead costs, the insurance 
policy does not undertake, in the event of a claim, to pay a hundred 
per cent. of the continuing fixed charges, but only to the extent that they 
would have been earned if the fire damage had not arisen, because if it did 
it would be placing the Insured in a better position than he would have 
heen if his business had not been interrupted. The object of the insurance 
is to try to maintain the expected trading position unchanged despite the 
fire damage—to leave it neither better off nor worse off. If Underwriters 
did not adopt that stand, they would be leaving themselves exposed more 
than ever to the bogy of “moral hazard” which I have previously referred 
to, and also going beyond the principle of indemnity which is a fundamental 
of insurance. 

The third and last part of the coverage is the undertaking to pay for 
the cost of special measures incurred in an endeavour to maintain normal 
business operations, or to speed up the time when the business will be 
re-established as a going concern. This is of mutual interest to both the 
Insured and the Underwriter. The Insured will want to maintain operations 
as much as possible to conserve his clientele and obviously from the point 
of view of the Underwriter, the more normal operations or turnover are 
maintained, the less will be the claim he will be called upon to pay. 

Just to give you one example of this. If a factory is destroyed by fire 
and the Underwriters are liable under the policy terms to pay an indemnity 
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for a total loss of net profit and overhead costs assessed at ten thousand 
dollars a month, obviously if by paying overtime charges to the builder of, 
say, five thousand dollars, the rebuilding of the premises can be effected 


in one month instead of the two which it would otherwise have taken, it is 
in their interests to pay such extra expenses, because in so doing, they save 
themselves paying a sum of ten thousand dollars for loss of production in 
the second month. The Underwriters make the stipulation, however, and 
I think you will agree it is a reasonable one, that they will not be responsible 
for such extra expenses beyond the amount which they would otherwise 
be called upon to pay for loss of production if such expenses were not 
incurred. In the example just quoted, they could hardly be expected to 
pay, say, twelve thousand dollars for overtime charges to save themselves 
a claim of ten thousand dollars. There are just a few trades such as 
laundries, bakers, etc., which sometimes feel it necessary to maintain service 
to their customers at all costs, even if they lose money in the process, where 
this limitation is a handicap and Underwriters do make it possible by 
means of a special additional policy for such businesses to be reimbursed 
for abnormal expenditures which would bring them “in the red”. 

Generally speaking, however, the customary limitation as to the amount 
payable for extra expenses incurred to maintain operations does not trouble 
most policyholders. 

Both the “Use and Occupany” contract and the “Loss of Profits” con- 
tract have those three main items as the subject matter of insurance, and 
their chief point of difference lies in the period of time during which they 
will pay for loss on those items. 

The “Use and Occupancy” contract approaches the matter from the 
angle of LOSS OF PRODUCTION whereas the “Loss of Profits’’ contract 
is concerned with LOSS OF SALES OR TURNOVER. In consequence, the 
“Use and Occupancy” contracts limit the period during which indemnity 
is payable to the length of time which, using ordinary diligence, is required 
to restore the damaged buildings and machinery to their prefire condition. 
A certain amount of additional time is also allowed in which to replace 
destroyed stocks, there being some variation in this respect depending on 
whether it is the stock of a manufacturer or of a merchant. 

The “Loss of Profits’ contract does not contain that “restoration” 
limitation but undertakes to carry on the indemnity until Turnover has been 
re-established at the level it would have reached had no fire damage 
occurred, subject to a maximum limit of time, which is generally, but not 
necessarily, one year. I could give you many examples of this difference 
but perhaps the simplest is the case of a small baker who is put out of 
action by a fire. It takes him, say, three months to rebuild his premises 
and ovens, and in the meantime, his customers have had to buy their bread 
elsewhere. At the end of the three months, he tells his former customers 
that he is ready to supply them with bread again and solicits their orders. 
Some customers, however, prefer the bread they have been obtaining from 
another baker during those three months, and do not wish to recommence 
buying from him. Because of this, the baker has to find other customers 
to take their place and it is, say, six months from the date the fire happened 
before he re-establishes a full normal turnover. The “Use and Occupancy” 
contract stops paying at the end of the three months when the physical 
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property has been restored, whereas the ‘Loss of Profits’’ contract provides 
indemnity up to the end of the six months it takes to regain a normal 
turnover. 

There are other differences, particularly in the form of the two contracts 
such as the fact that the Loss of Profits policy requires the fixed charges 
that are being insured to be named in the contract, whereas the “Use and 
Occupancy” policy does not, but the time factor is generally the one which 
decides whether the buyer takes the “Use and Occupancy” or the “Loss of 
Profits” form. 

One question which will be uppermost in your minds will be “What 
methods do the policies prescribe for the purpose of arriving at the amount 
payable in the event of a claim?” 

It may surprise you to hear that the “Use and Occupancy” contract 
says very little in this respect. In the words of the policy, it undertakes to 
pay “The Actual Loss Sustained” and only amplifies that to the extent that 
it requires “due consideration to be given to the experience of the business 
before the fire and the probable experience thereafter.” It also stipulates 
that any savings in expenses will be taken into account to reduce the claim 
in accordance with the principle of granting an indemnity only. 

The “Loss of Profits’ contract on the other hand specifies a formula, 
which is known as the “Ascertained Percentage Clause’, for measuring the 
maximum amount payable and this particular clause also comprises the 
equivalent of a coinsurance clause with which you are very probably familiar 
in connection with fire insurance of real property. The “Use and Occu- 
pancy” contracts are also subject to coinsurance provisions which are stated 
in a more direct manner than in the Loss of Profits contract. Very briefly, 
the Loss of Profits formula says that first of all, you arrive at the shrinkage 
in Turnover or Sales brought about by the fire, then you apply to the 
amount of that shrinkage, the rate of Gross Profit on sales, and the resultant 
figure gives you the maximum loss sustained on turnover. If underinsurance 
exists, the rate of Gross Profit is reduced proportionately thus, in effect, 
applying the coinsurance principle. In addition, as with the “Use and 
Occupancy” contracts, any savings in éxpenses are deducted. 

You might ask how reduction in Turnover or Production is commonly 
measured. Past experience is often a good basis to start off from, and the 
method usually adopted is first of all to compare the actual trading results 
achieved during the period the business is interrupted by the fire with the 
results for the equivalent period of the previous year. The measure itself 
may be in terms of sales, or a unit of production such as “board feet’, or 
other standard common to the particular trade. As the trading results of 
many businesses vary from year to year, it would not be equitable, or in 
keeping with the principle of indemnity, to regard the level of the previous 
year’s trading as an absolute figure for the purpose of comparison, and so 
adjustments, either upwards or downwards, are commonly made to provide 
for the trend of the business. The policies usually provide for claims to be 
paid on an estimated basis, that is, on the basis of the results which would 
have been attained if the fire damage had not arisen. Very often the trading 
results during the months immediately prior to the fire, and the contracts 
on hand, are sufficient evidence to indicate the probable trend the business 
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would have taken had no interruption taken place. These policies certainly 
do call for an atmosphere of good faith between the contracting parties, 
and yet despite the apparent difficulties, an amicable agreement as to 
prospective trading results is nearly always arrived at fairly quickly and on a 
mutually satisfactory basis. 


Sometimes quite exceptional adjustments have to be made. For instance, 
Winston Churchill has just been spending a holiday in Florida, and suppose 
a hotel-keeper in the town where he was staying had his premises destroyed 
by fire just prior to Churchill’s visit. The hotel-keeper could probably 
argue that he would have had quite an unusually large number of guests 
attracted there by Churchill’s presence in the town, and maintain that his 
claim should take that into account. The Insurance Company, I believe, 
would test his statement by the experience of other hotel-keepers, and if 
it were borne out by them, pay him an increased claim accordingly, subject 
to an adequate amount of insurance having been carried. 

A few miscellaneous observations in regard to these contracts may now 
interest you. The amount of insurance to be carried is based on annual 
financial figures, and if it is not desired to be protected for as long a 
period as one year, the sum insured still remains at the annual figure, and 
the Underwriters reduce the rate so that a lower premium is produced to 
compensate for the restricted period of coverage. The period during which 
earnings are insured commences with the date of the fire, and the term of 
the policy itself is only important inasmuch as the fire must of course 
originate before the expiry date of the insurance contract. A fire occurring 
five minutes before the expiration date of the policy would still render the 
Underwriter liable, under normal policy conditions, to pay for loss of 
prospective earnings over a maximum period of twelve months from that 
time. 

Perhaps one tip might not be out of place to any of you who may be 
prospective buyers of earnings insurance. You may be undecided whether 
to have the ‘Use and Occupancy” form or the “Loss of Profits’ form and if 
the cost is going to be a deciding factor, I recommend you to consider the 
matter not just on the basis of the rates per cent. quoted you for the dif- 
ferent contracts because that might be somewhat misleading. The reason is 
that the amount of insurance to be carried is not necessarily the same figure 
for the two types of policies, and that fact itself also needs explaining and 
I will attempt to make the position clear to you. 

The Underwriters stipulate that they will only pay, so far as overhead 
costs are concerned, for those of them which remain a continuing charge 
during the period of business interruption. If the cost of any of ‘them is 
reduced or they cease to be payable, the Underwriters will take credit ac- 
cordingly. This presents quite a problem because it is sometimes hard to 
judge what the effect of fire damage to the physical properties will have 
on them, and also the effect can vary with the degree of fire damage sus- 
tained. I came across a good example of this the other day. There is a 
drug store in Montreal which also runs under the same roof quite a sizable 
restaurant and there is free communication between the two departments. 
The kitchen for the restaurant is at the back and it is quite conceivable 
that a fire could occur and be confined to the kitchen which would result 
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in the restaurant department being put out of commission, and yet leave the 
drug store section untouched and quite capable of conducting its business. 
City taxes are naturally one of their fixed expenses and we will assume each 
of the two departments contributes thereto on a fifty-fifty basis. In the 
circumstances, during the period the restaurant portion of the business is 
closed down, the business as a whole is only earning half its city taxes for 
that period and any loss of earnings insurance which is carried should pick 
up the slack. On the other hand, if the whole building is gutted and in 
consequence under City laws the tax rate is greatly reduced to that appro- 
priate to the site value alone, then a considerable saving in that overhead 
cost is achieved and the Insurance Company has the advantage of it despite 
the fact that the total annual amount of city taxes had been included in the 
amount of insurance and premium paid thereon. 

Now the American ‘Use and Occupancy” contract, in its most popular 
form, the Coinsurance policy, works on the theory that if you take all your 
charges and deduct the non-essential payroll and light, heat and power 
expenses, and then insure eighty per cent. thereof, that should give you 
fairly accurately the amount of the overhead charges which are likely to be 
of a continuing nature. The English ‘Loss of Profits” contract on the other 
hand requies you only to insure those overhead charges which you consider 
to be of a continuing nature, and you have to specify in the policy the 
charges which you have elected to insure. If you fail to insure any of them 
and it so happens that your guess was wrong and they do remain a con- 
tinuing charge during 2 period of interruption, then you receive no com- 
pensation fer them in your claim. 

I think you wil gather, therefore, from my foregoing remarks that the 
amount of insurance to be carried can easily be different under the two 
forms of contract and that is why I advise you to compare premium cost 
rather than cost expressed in terms of rate per cent. 

There are quite a number of other differing features of these two types 
of Loss of Eearnings contracts which are interesting to compare, but all I 
wanted to do to-night was to give you an understanding of the broad prin- 
ciples of the two contracts, and now I shall be very pleased to answer any 
questions you may care to ask. 





Personals 


We extend to Mr. W. J. McCreight, A.C.A. (Ire.) C.A., R.LA., our 
congratulations on his appointment as a Director and Treasurer of Robinson 
Cotton Mills Limited (formerly W. Robinson & Son Converters Limited). 
Mr. McCreight is a Director of the Toronto Chapter, and is a Member of 
the Dominion Board. 
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Cost Accounting for Tobacco Manufacturing 


Plant 


By LESLIE V. GILBERT, L.C.M.I. 


1. Introduction 
The Company on which this thesis is based is engaged in the manu- 

facture of tobacco. The manufacture of tobacco is an industry which 

involves a great deal of detail and routine work, especially from the 
accounting angle, and for this reason I will confine my thesis to the manu- 
facture of tobacco for cigarettes. 

Canadian tobacco manufacturers have experienced for the past four to 
five years tremendous difficulties which I believe can be briefly outlined as 
follows: 

1. Materials. With the existing high prices of American grown Virginia 
and Burley, the manufacturers have turned to the use of Canadian grown 
Virginia and Burley. The growers of this latter tobacco have been 
permitted by the Wartime Prices and Trade Board to increase their 
prices, and consequently we have been forced to pay these higher prices 
and yet keep the price of our Finished Goods the same. 


tN 


Labour. The labour problem in civilian industries has been universally 
serious. In the tobacco business it has been the reason for the delay in 
shipments, destruction of raw materials and machinery, not to mention 
its financial cost. In addition, no priorities have been extended by the 
National Selective Service, and all in all it has been extremely difficult 
to operate at full capacity. This situation has shown a slight improve- 
ment lately, I might add. 


Production. Through the various distribution agencies, such as Salva- 
tion Army, Young Men’s Christian Association and Navy, Army, Airforce 
Institute, millions of cigarettes monthly are being supplied to the 
troops overseas and at the same time an effort is being made to keep 
the domestic market well supplied. This added burden of shipments 
abroad, with labour as it is to-day, and also the scarcity of supplies, has 
become a real problem. 


ww 


2. Manufacturing Process. 

The tobacco industries come up against a number of difficulties which 
are not always met with in other industries. The flavour and quality of a 
cigarette depends on the skilful blending, and treatment of tobacco through 
the various stages of production. Tobacco requires to be processed as much 
as possible under uniform temperatures, and also certain waste and loss in 
weight of tobacco in its various stages must be contended with. 

Tobacco is purchased in large quantities, usually su....icient for approxi- 
mately one year’s supply. Due to the comparatively small storage space of 
this Company the tobacco is stored in the warehouses of the dealers and 
delivered to the Plant from time to time, as required on specific order. 
Orders are placed for carload lots, usually consisting of twenty-four hogs- 
heads weighing approximately eleven to twelve hundred pounds gross each. 
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When received in the Plant these hogsheads are stripped and the tobacco 
placed in a specially constructed humidified storeroom in preparation for 
processing. This Company uses five different grades of Virginia tobacco and 
one of Burley tobacco in the manufacture of cigarettes. 


The tobacco in the process of being manufactured, that is from the raw 


leaf stage to the finished cigarette, goes through the following seven 
processes: 
1. 


Steaming—The tobacco is taken from the storeroom and spread out on 
large flats. It is then finely sprayed with water and placed on racks in 
the Steam-room where it remains for about one hour and a half. When 
it is taken from this steam-room it has regained its original texture 
and flavour which has been lost to a certain extent during storage and 
shipment. It takes close to one hour to empty the steam-room and 
another hour to refill it. 

Stemming—lIn this process the hard centre stems are removed leaving 
only the full fine tobacco leaf. Some stemming is done by hand and 
some by machines. The latter, although faster, is not considered by 
good tobacco men to be the better method. The machines often tear 
the leaf in the process and also there is sometimes a portion of the 
stem left on. Machine stemming is necessary, however, because it is 
often this process that slows up the whole production. 


Blending—Here the different grades and types of tobacco are blended 
together to form the desired mixture. This blending requires a good 
knowledge of tobacco and, as mentioned before, this is what really 
makes a good cigarette. The five grades of Virginia tobacco are expertly 
blended in certain proportions to make a satisfactory tobacco for straight 
Virginia cigarettes. Should a blended cigarette be desired, the propor- 
tions of Virginia tobacco are changed and a certain percentage of Burley 
and Turkish tobacco is added. 

Casing—After blending, this process is most important. It consists of 
adding certain ingredients to the tobacco to give it a desired flavour and 
consistency. There are many ingredients used, but the main ones are 
sugar, glycerine and molasses. Contrary to public opinion, saltpetre is 
seldom used in the manufacture of cigarettes, and this Company does not 
use it at all. The casing materials are mixed in the desired proportions 
and are then poured into the casing tank and the tank sealed. Air 
pressure is applied and the liquid is carried by means of a pipe to the 
Casing Drum. The drum is a large cylinder which revolves with the 
tobacco inside and at the same time the tobacco is impregnated with the 
Casing Liquid by means of a pressure spray. 


Cutting—This process consists of putting the cased tobacco through the 
cutting machines. The tobacco is placed in an open hopper and pressed 
by hand down toward the cutting blades similar to a butcher’s meat 
chopper. The knives on these machines require to be kept extremely 
sharp, and, in order to do this, a grinding machine is maintained which 
is continually sharpening the blades. After the tobacco passes through 
the cutting blade it falls out on a moving belt which carries it along 


to the next operation. 
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6. Drying—Due to the fact that the cigarette making machines are unable 
to handle the tobacco when it is too damp, it is necessary to put the 
tobacco through the dryer. This actually consists of two operations. 
One, where the tobacco travels along the moving belt and enters a 
long revolving cylinder; the inside of this cylinder consists of a spiral 
set of prongs which picks up the tobacco and tosses it around, at the 
same time carrying it toward the other end of the cylinder. While the 
tobacco is moving through, hot air is sprayed on it. Two, where the 
tobacco comes out the other end of the cylinder and again falls on-a 
moving belt which carries it to a further cylinder similar to the first 
one; it passes through this second cylinder and is sprayed with cold 
air, dropping out at the other end into large trucks and it is then ready 
to be transferred to the Making Department for the final process. 
Making—The cigarette making machines are extremely intricate in their 
operation. The tobacco is fed into hoppers attached to the machines 
and then falls through a small opening onto the cigarette paper, which 
is fed from large bobbins, and runs along, flat, on a narrow endless 
belt. The paper with the tobacco on it is then carried into a small 
cone open on the top, large at first and gradually becoming smaller, and 
at the same time closing on top to become a long tube, the inside 
diameter of which is the size of a cigarette. Just before the cone 
completely closes on top a small revolving brush touches the edge of 
the paper and puts paste on it, and at the same time a force of air is 
blown on the nearly formed cigarette to remove any loose tobacco 
which might be clinging to the outside. After passing the paste brush, 
the two edges of the paper overlap slightly and the cigarette is formed. 
It then passes through the tube and at the other end, as the tobacco 
wrapped in the paper emerges, a small circular knife cuts the cigarette 
to the required length. The finished cigarette falls on to a moving belt 
set at right angles to pass before the inspector who checks the cigarettes 
constantly for size and firmness. Here the cigarette is also tested for 
weight by employees whose duties consist of moving constantly from 
one machine to another taking samples and weighing same. Weight is an 
important factor as the excise duty is based on the weight of cigarettes. 
From the making machines the cigarettes are placed in large racks and 
taken to the packing machines. The packing machines are set to take 
a certain number of cigarettes to a package, and the full package 
carries on to receive the excise stamp with identifying marks properly 
stamped on it; after this the cello-phane and teartape is added and the 
; packages are taken off at the other end ready to be packed in cartons 
for shipment. The placing of the packages in the cartons is done 
entirely by hand. 

3 The tobacco is removed from the storeroom by lot numbers, so many 


. pounds to each lot, and these lots are processed separately with the result 
that a ‘lot’ of raw leaf tobacco passes through the foregoing processes to 


J emerge in the finished form of cigarettes. This continual process lends 
n itself naturally to the “Process Cost System” and consequently this is the 


basis of the system which is being perfected. 


The production of tobacco, from the time the raw leaf is received in 
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the factory until the finished goods are shipped out, is being continually 
checked by Government Officials. There is at least one Officer in the factory 
all the time and it is his duty to see that all tobacco received is weighed 
and recorded, and that all cigarettes produced bear the correct excise stamp. 
Everyone has noticed at one time or another the excise stamp which is 
affixed to every package of cigarettes. These stamps must be purchased in 
advance and often causes a considerable amount of money to be tied up. 
Special government books are kept by the Stock Record Clerk, in addition to 
the Company's records. These books first of all show the total amount of 
tubacco received, and secondly the production day by day and purchase and 
usage of excise stamps. 

The Officer takes a sample of all tobacco received and tests it to 
establish the moisture content. The government allows a credit for this 
moisture content and consequently it is to the Company's advantage to take 
credit for moisture. The Officer establishes a standard weight for all 
tobacco and it is on this basis that our monthly report to the government 
is based. 

The production of cigarettes is actually divided into two kinds—that 
produced for the domestic market, which carry excise stamps, and that 
produced for export, when no stamps are required. The latter production 
is placed in what is known as a bond. This entails the passing of ware- 
house entries showing the number of packages, the actual number of 
cigarettes, the excise tax rate, and the amount of tax involved. When these 
cigarettes are shipped they must be ex-warehoused, that is to say, they are 
taken from the bond and shipped “in bond” to the port of exit whence they 
pass belond the jurisdiction of the customs and excise authorities. “At the 
time of passing the ex-warehouse entries the Company must also post an 
excise bond for double the amount of the duty involved, and it is only after 
the copies of the ex-warehouse forms which accompany the goods are 
returned, properly completed by the excise officer at the port of exit and 
submitted to the excise officials in Montreal ts proof that the goods left 
Canada, that our bond is cancelled. By the foregoing it may be seen that 
the government keep an exceptionally’ close check on one of their largest 
sources of revenue. The government books also show the total production 
day by day and also that which is duty paid. All warehouses and ex-ware- 
house entries are posted also, and at the end of each month a balance is 
taken and an account must be given of all production of cigarettes not 
stamped and yet not warehoused, and either the duty paid on the difference 
immediately or the quantity placed “in bond”. 

3. Factory Organization. 

The factory is under the direct supervision of the Vice-President in 
charge of production. He operates on a strict planning system which is 
based on estimated sales figures. The actual production is split into three 
departments, each with its own foreman, and in this way a very close control 
1S kept. 

Planning System for Production. 

As stated above the production is based on sales analyses. Toward 
the end of each month the sales for the coming month are estimated 
and a schedule of production is drawn up showing the movement of the 
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lot numbers of tobacco through the factory each day. This schedule 
itemizes each lot number and charts the lots through the various pro- 
cesses, and thus enables department foremen to plan their production 
accordingly. A copy of this schedule goes to each of the three foremen 
so as they may see the tie-in of their productiof with each of the other 
departments. A second copy goes to the purchasing department to 
enable them to visualize the usage of raw material and supplies, and 
keep their orders coming in as required. A further copy goes to the 
order department to keep them posted on the different brands of 
cigarettes which will be available for distribution during the month. 
A final copy goes to the Office Manager in order that he may control 
the purchase of excise stamps, the preparation of government papers 
and other incidentals. 

There are no time-clocks in the factory, but a very rigid control is kept 
by the use of time-cards. These cards are prepared each week by the payroll 
department and are forwarded to the factory to record the time for the 
forthcoming week. The cards are marked up each day by the foremen and, 
in addition to the foreman, there is a forelady who records all the time of 
the employees and attends to incoming supplies, as well as the finished goods 
storeroom. This forelady also records the daily production in a book 
provided for that purpose. 

The Finished Goods production report is prepared daily by the Stock 
Record Clerk. He receives his copies of the shipping summaries (explained 
in more detail later) from the Order Department at the end of each day. 
He prepares a grand summary showing the total of the various brands 
shipped. The clerk takes his previous day’s balance of Finished Goods on 
hand and adds to this the current day's production, and from this amount 
deducts the shipments to arrive at a balance of Finished Goods on hand. 
These figures are constantly checked with the physical stock and any differ- 
ences occurring are investigated immediately. The report is designed not 
only to show the daily production and shipments in total and by various 
brands, but also those goods produced and shipped for the domestic trade 
and for export. This report also shows the total production and shipments 
for the month to date. The Finished Goods report, designed as it is, is an 
extremely valuable source of information to the management, and has proved 
its worth many times over. A copy remains in the factory, a copy goes to 
the Order Department, and the original is filed in the Accounting Depart- 
ment. 

4. Original Records. 

(a) Labour—With the exception of the foremen and forelady who are on 
a straight weekly wage, the productive employees are paid on an hourly 
basis. 

New employees are hired as apprentices and at the end of the 
apprenticeship period they are guaranteed the minimum wage for the 
particular work they have been trained for. 

The !abour records commence with the payroll cards. These cards 
are so designed as to record the employee's dailly work, day by day, 
and also to enable the payroll clerk to make his extensions and all 
deductions to arrive at the net pay. Each week the cards are prepared 
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with the name and number of each employee and forwarded to the 
factory. The pay period is one week, and every Thursday the employees 
are paid up to the previous Thursday. Each Friday noon the cards for 
the previous week ending Thursday evening are forwarded to the Payroll 
Department. The tates are checked on each card and the extensions 
are made. The extensions are then checked by the comptometer operator 
and returned to the Payroll Department. All deductions are made and 
the net pay is arrived at. When the cards have been thoroughly checked 
they are put in numerical order and from these cards the payroll is 
prepared. The payroll is prepared by hand but on a very fast and 
efficient one-write system. By means of carbon and carbonized sheets 
the employees’ statement, which is enclosed in his envelope, the indi- 
vidual employee's record sheet, and the total weekly itmized payroll is 
prepared in one operation. From the itemized sheet a summary is made 
and a cheque drawn to cover the net amount to be paid, and this 
cheque handed to the Paymaster. He obtains the money in the desired 
denominations from the bank and, with the help of two employees, 
fills the pay envelopes and distributes them. 

The rates are put on the cards by the particular foreman and these 
rates are checked by the payroll department. The cards are signed by 
the employees as they receive their pay envelopes and thus serve as a 
receipt for the company so that any discrepancies may be adjusted 
immediately, if necessary. 

For some time now a considerable amount of labour turnover has 
been experienced, and consequently it is necessary to make numerous 
pay-ofts” during the week. In these cases the payroll clerk gives the 
cashier a Petty Cash Voucher for the amount required, and makes the 
necessary disbursement of cash. The vouchers show the employee's 
name and number, the payrool ‘period covered and also the net pay 
involved. Each Wednesday afternoon the cashier prepares a list of all 
pay-offs” during the week, and on Thursday morning the Payrool 
Clerk enters the voucher number against the corresponding name on the 
payroll sheet, and then subtracts the total amount of the list from the 
total net pay so that the cheque drawn to cover the payroll each week 
represents the net wages due for the particular period, less any “apy-offs”’ 


which have been made against it. 


Material—AlI| materials are requisitioned by the various foremen in 
charge of each department. Each foreman is responsible for his own 
supplies. The requisitions are forwarded to the Purchasing Department 
and, after determining the supplier and the cost of the material, (no 
goods are ordered without the cost being shown) this Department 
prepares the Purchase Order which is made in six copies. The original 
copy goes to the supplier and two copies are kept on an outstanding 
order file. The remaining three copies constitute the Receiving Reports 
and are forwarded to the Department concerned to be verified with the 
requisition and kept on file until the goods are received. When the 
goods are received the three copies of the Receiving Report are removed 
from the pending file, and, after the goods have been examined to see 
if they are actually what has been ordered, the first two copies are 
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signed and dated by the foreman, the first copy going to the Purchasing 
Department and the second to the Accounting Department. The one 
received by the Purchasing Department is attached to the two copies 
of the Purchase Order already on file in that Department, and held until 
the invoice is received. The copy forwarded to the Accounting Depart- 
ment is used as a posting medium by the Stock Record Clerk. 

When invoices are received they go direct to the Purchasing Depart- 
ment and, after being compared with the corresponding Receiving 
Report, they are checked for arithmatical accuracy. With a copy of the 
Purchase Order and the Receiving Report attached, these invoices are 
set aside to be sent to the Accounting Department. Each Friday morning 
all invoices that have been passed during the week are received by the 
Accounting Dpartment. The Accounts Payable Clerk takes these invoices 
and enters them immediately in the Purchase Journal. After they have 
been entered in the Journal they are filed away in a date file in accordance 
with the terms of each particular invoice. When invoices come up for 
payment they are removed from this file and handed to the Cashier; the 
Cashier enters the amount of the invoice in a cheque register and has 
the cheque prepared. The Cashier is responsible for having the cheque 
signed, stamped and handed to the Mailing Clerk for mailing. 

Each invoic®, as it is received by the Purchasing Department, is 
stamped as follows :— 











Price Ext'nsion Goods Goods 
Check’d. Check'd Rec'd. Approved 
Pur. Dept. P.J. Charge Payment 

O.K. Folio Account O.K. 


























All the information called for on the rubber stamp is filled in by 
the Purchasing Department up to that Department’s O.K. The Accounts 
Payable Clerk inserts his folio number and the account number charged, 
which appears on the Purchase Order. The final blank is initialled by 
the Office Manager at the time the cheque goes to him for his final 
approval for payment. This person initials the invoice, if everything 
is in order, and is also a signatory of the cheque. 

All invoices are requested in duplicate and the copy goes to the 
Accounting Department to be posted to the Control Account in the 
particular Stock Ledger. All Receiving Reports are checked against the 
duplicate copy of the invoices and at least once every month, before 
taking off his balances, the Stock Record Clerk will check with the 
Purchase Journal to see that all items received during the month have 
been charged to the correct account. In this way a very complete check 
is kept on all postings in the Stock Ledger and also a check that alf 
entries in the Purchase Journal are made in the required month. 
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At the end of each month the Purchase Journal is summarized and 
journalized through to the General Ledger. The Control Account in the 
Stock Ledgers are compared with the Purchase Journal Summary in 
order to verify the postings in all books. 

After all accounts are closed and balanced in the Stock Ledger the 
Clerk prepares his inventory figures. An inventory of all goods in 
process is taken on the last day of each month and these goods are 
priced in accordance with prices arrived at on the Cost Sheet. 

Cost Sheet 

A monthly Cost Sheet is prepared based on actual costs. The 
sheet is so designed as to show the total poundage of raw leaf 
tobacco and its cust actually used in production. This poundage and 
cost is carried through the various stages of process, costs and 
weight accumulating as it passes from one stage to another. 

First the poundage and cost of raw leaf taken for use during 
the month is added to the weight and cost of that in process at the 
end of the previous month. The cost per pound is arrived at from 
this combined figure and the amount in process at the end of the 
current month is subtracted at its appropriate cost. The resulting 
figure represents the poundage and cost of raw leaf actually used 
in production. Labour costs of leaf preparation are then added. 
The figures are then combined with the Stemmed leaf in process 
at the beginning of the previous month and the Stemming labour 
for the month added to arrive at the cost for the Stemmed leaf in 
process at the end of the current month. After the Stemmed leaf 
in process at the end of the current month is subtracted with the 
appropriate cost we move on to the next process of operation, 
namely, Casing. 

Accumulating the weight and cost of production through all 
the stages in the same way as explained above, we finally arrive at 
the total weight and cost of tobacco used to produce the number 
of cigarettes manufactured during the month. In this way we arrive 
at the cost per thousand cigarettes produced, exclusive of manu 
facturing supplies and overhead. The weight per thousand is also 
shown and, as explained previously, this is important due to the 
fact that the excise tax is based on the weight of the tobacco in each 
cigarette. 

The Cost Sheet is finally completed by adding cost of supplies, 
indirect labour and a pre-determined figure for overhead to arrive at 
the tull cost of all cigarettes manufactured for the month. 

The costs are also distributed on the Cost Sheet to the various 
brands manufactured and thus, not only do we arrive at the total 
cost of manufacture, but we also produce the cost of each brand 
of cigarette. These costs are scrutinized carefully and compared 
with previous month’s results. Large variances in unit costs are 
thoroughly investigated to discover the reason for them and also 
to endeavour to eliminate the possibility of their re-occurrence. 
The Stock Record Clerk, by taking his Raw Materials and supplies 


in process at the end of the previous month and adding the value of 


212 














COST ACCOUNTING FOR TOBACCO MANUFACTURING PLANT 


goods taken for use during the month, arrives at the total value of 
goods to be accounted for. He then deducts his goods in process at the 
end of the current month and thus arrives at the cost of goods actually 
used in production during the month. A complete summary is then 
prepared showing the break-down of the inventories as follows :— 
Raw: Eeabictm stock 2x. ssc.scsssscenestaccrvess 
Raw Leaf in process 
Supplies: t1y Stock .2.:.cecsecse.cseseses 
Sup pliesiif PLOGESS) <ccccicastecuss —-Uemenedauencsmenemes 
Finished Goods #22 qj} #= = -- _. <sesudacesccsacessevsseqerssveneeatuaneed 
Total Inventory 





The above break-down forms the basis of an Inventory Valuation 
which is prepared monthly. This Inventory Valuation is actually a 
summary of the value of all the stock on hand and in process. This Com- 
pany does not record its perpetual inventories in its General Ledger 
monthly, but instead keeps an inventory valuation record monthly and at 
the end of the fiscal year all inventory accounts are adjusted to agree 
with the true physical inventory. 

The inventory summary or valuation which is prepared monthly is 
broken into four parts. First, there are the figures showing the value of 
raw materials and supplies in stock and in process. Second, the actual 
cost of finished goods, exclusive of taxes. Third, the excise tax applicable 
to the finished goods and fourth, the Warx Tax applicable to the 
finished goods inventory. 

This inventory valuation serves as a basis for the manufacturing 
and Cost of Finished Goods Statements which are prepared monthly. 

Further mention will be made of the manufacturing and cost of 
Finished Goods statement, but here I would like to explain that, due 
to the large percentage of cost being made up of taxes it is vitally 
necessary fro us to break down our cost of finished goods as outlined 
above. 

Again, due to the high taxes, the detail involved in cost and general 
accounting is probably much greater in the tobacco business than in 
any other manufacturing line. 


© 


Sales Records. 

There is maintain a complete record of all sales both for dollar value 
and quantity. The orders are received in the Order Department, checked 
and extended, and then handed to the typicts to have the invoice typed. 
Six copies are prepared as follows:-— 

Customer’s Copy. 

Office or Posting Copy. 
Packing Copy. 

Credit Department Copy. 
Salesman’s Copy. 

6. Label Copy. 

The typed invoices are checked on the comptometer and returned to 
the Order Clerk. The Order Clerk accumulates from eight to ten orders and 
then prepares a summary of these orders in duplicate. The two copies of the 
summary, together with the Packing Copy of the invoices, go to the factory, 
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and from these summaries the shipments are prepared. Goods are forwarded 
to the Shipping Room and the Shipper, after checking his goods against the 
summary, initials one copy and this acts as a receipt for the factory. The 
second copy of the summary and the Packing Copy of the invoice, duly 
marked as to weight and method of shipment, are returned to the Order 
Department. On receiving the Shipper’s Copy the Order Clerk removes all 
other copies of the invoice which have been held in a temporary file. These 
further copies of the invoice are then distributed and in the case of the 
Customer's Copy and the Salesman’s Copy mailed to the appropriate person. 

Sales Statistics. 

Business is carried on throughout the whole of Canada, broken into 
territories with a number of salesmen in each territory. Statistics are 
maintained by territory and by salesmen both in quantity and dollar value, 
and further broken down into the various brands of cigarettes. These 
statistics are prepared daily from the Office Copy of the invoice and are 
completely summarized each month, and the dollar value journalized into 
the General Ledger. 

Accounts Receivable. 

The Accounts Receivable are posted by machine on a card system filed 
alphabetically and controlled by a General Control and four or five sub- 
controls. These accounts are also posted from the Office Copy of the 
invoice. Each month these accounts are balanced and the General Control 
balanced with the General Ledger. Every three months an itemized Trial 
Balance is run off and each account is closely inspected and, where necessary, 
attended to by the Credit Department. Most accounts are sold on a net 
15 day basis and, as is customary in the tobacco manufacturing business, 
collections are made by draft. 


6. Management. 

The Company, being a comparatively small one, does not require a 
large group of executives. The control is broken up between production, 
purchasing, financial and accounting. The executive positions are as 
follows :— 

1. President. The President is the owner of the business but does not take 
a very active part in its operation. He sits in, as Chairman of the 
Board, on all Meetings, but is seldom consulted otherwise except on a 
matter affecting the policy of the Company. 

2. Vice-President. The Vice-President is also General Manager in charge 
of production and sales. He is responsible for the smooth running of 
the concern. With the assistance of his Sales Supervisors he also attends 
to the sales end of the business. His department, in conjunction with 
the Order Department, prepares production facilities, and in this way 
keeps a general control over all operations. 


w 


Secretary-Treasurer. The Secretary-Treasurer is primarily responsible 
for the financial end of the business. When it is considered that the 
Company operates its Accounts Receivable on a 15 day draft basis it can 
be easily understood the difficult situations which arise continually. 
The Secretary-Treasurer also assists the Vice-President in the general 
control of operations. 
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4, Purchasing Director. The Director in charge of purchasing handles the 
flow of all supplies and keeps an accurate account of outstanding orders. 
Supplies, being in such short supply as they are to-day, present a serious 
problem in this type of business. 

5. Office Manager. The Office Manager has complete control of the office 
staff and is also responsible for all financial statements and government 
statistical records. He also assists the Secretary-Treasurer in the financial 
operations of the Company. 

7. Statements and Control Records. 

The Company keeps a daily record of sales on which is set an estimated 
Trading Profit based on a pre-arranged percentage basis. From the Trading 
Profit is deducted the Administrative and Sales expenses, again estimated, to 
arrive at an estimated profit day by day. This statement gives a general 
idea of the Company’s daily standing. 

Banking. 

With the majority of the Accounts Receivable on a 15 day draft business 
it naturally means a large volume of banking transactions and the necessity 
of a close check on them. The cashier receives the drafts, either for collection 
or discount depending upon the amount involved and the time to run, from 
the Credit Department and handles these through the bank daily. A daily 
bank statement is prepared showing all bills on collection and discount as 
well as total deposits and withdrawals, and this statement is checked daily 
with the bank. 

At the end of each month a complete breakdown is prepared showing 
the allocation of all receipts and disbursements for the month, and from 
this statement a Journal Entry is prepared debiting and crediting the appropri- 
ate accounts in the General Ledger. 

At the end of each month the General Ledger is balanced and a Trial 
Balance taken off. The General Ledger is so arranged and the Trial Balance 
form so designed as to enable the accountant to allocate his balances to their 
correct places, namely, Manufacturing, Profit and Loss and Balance Sheet. 
From the Trial Balance a complete set of Statements are prepared as 
follows :— 

1. Manufacturing Statement. 

2. Cost of Finished Goods Statement. 

3. Profit and Loss Statement for the year to date. 

4. Profit and Loss Statement for the current month. 

5. Comparative Profit and Loss Statement for the year to date and also the 
current month with increases and decreases shown in actual dollars and 
cents, and also in percentage. 

6. Balance Sheet. 

Working Capital Statement showing, in addition to the comparison 

with the previous year end figures, the breakdown of the increases and 

decreases of the Working Capital. 

A subsidiary expense ledger is also maintained and this is also balanced 
monthly. From the monthly balance the following statements are prepared :— 
1. Breakdown of Administrative, Executive, Selling and Advertising Ex- 

penses for the month and compared with the same month a year back 

showing increases and decreases both in dollar value and by percentages. 
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Administrative, Executive, Selling and Advertising Expenses for the 
year to date and a comparison with the previous year to date with the 
increases and decreases shown both in dollar value and percentages. 




























9. Conclusion. 

In conclusion I can only add that in the foregoing thesis, I have en- 
deavoured to outlined as clearly, and yet as briefly as possible, the details 
of the operation of a tobacco manufacturing concern. Due to the tre 
mendous amount of accounting procedure it is difficult to condense it, but 
I can only hope that | have supplied an outline of the business which will 
prove interesting and educational to those who would read it. All possible 


specimens of forms used are attached. 
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GENERAL ACCOUNTING 


By H. P.-‘ WRIGHT, C.G.A., K.EA. 


Problem 

Che William Green Company, retail and wholesale grocers, on January 1, 
1942, decided that instead of paying premiums for fire insurance on the stock 
carried at its fifty retail stores, and also at the warehouse, it will set aside 
out of the profits each year an amount equal to the premiums which would 
have been paid to the Fire Insurance Companies, and will deposit this 
amount on January Ist of each year with Trust Companies at 3 per cent 
interest. 

The premium paid in 1941 average $75.00 on each store and $600.00 
on the warehouse. On July Ist, 1942, they opened ten new stores; on 
January 1, 1943, they opened five additional stores; on Jan. Ist, 1944, they 
opened 10 new stores; all of about the same size and carrying about the 
same stock. 

Figure the insurance at the same rate for the years 1942, 1943 and 
1944. Show the accounts which should be opened on the books of the 
William Green Company, to take care of this new feature and the condition 


of these accounts on January 1, 1945. 


Solution 
1942 
Dec. 31, Profit and Loss, Dr... $4,725.00 
To Reserve for Insurance ............. gesseasapees $4,725.00 
30 stones, E year Gt$7500 .....060sc00002 $3,750.00 


10 stores, % year at $37.50 ......... son «6 DOO 


ll WAREHOUSE: occisescdicsesscosesvessveonsecscaies 600.00 





$4,725.00 
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1943 
Jan. 1, Insurance Hund, De. 2 ciesccsacan an $4,725.00 
MON CASI a acco peccressetisac days sani each AGES 
Investment at 3% interest with the 
bank as an insurance fund in 
lieu of premiums heretofore 
paid to Insurance companies. 
Dec: 31; Proht: and Boss. Der, <cckscscccccccsaeess $5,475.00 
To Reserve for Insurance . ep ee Me 
65 stores, 1 year at $75.00) a.c...ccccnc. $4,875.00 
b WAEEROUSE. ccc icdcctiosisi cece wae 600.00 
$5,475.00 
Dec. 31, Insurance Fund, Dire .ci6\.cccsccesevscccccoece 141.75 
To Reserve for Insurance .............0c0cc0e0 
3% interest on $4,725.00, at bank. 
1944 
jam. 4, Insurance: Humes iti c.icciccegssccaceccexes $5,475.00 
ga Ot: | ene ee Per RAE npc fete Renee 
Investment of 1943 reserve at 3%. 
Dec. 31, Profit and Loss, Dr. ..... pcs Meta reeacta as $6,225.00 
To Reserve for Imsurance ............ccccceeee 
75 stores, 1 year at $75.00 ..............$5,625.00 
1 warehouse ........... sn yanea asuretseetia te CELERON 
$6,225.00 
Dec. 31.. Insurance: Fund: Wr <.cccuccsayenccns 310.25 
To Reserve for Insurance ...........0:c0:00000 
3% interest on deposit of $10,341.75. 
1945 
Jan. 1, Insurance Fund, Dr. . : eee $6,225.00 
To Cash . ; : 
Investment of 1944 reserve at 3%. 
RESERVE FOR INSURANCE 
1942 
DGG 3) By Praia atic LOSS ieee ty. i2secectetatccasyrestesres sss wero aie 
1943 
Dee, Sd. By Prone. andr BOsSieesscsccticcectesecese-ccsereecoenetevtie ome 
Dec. 31, By Interest on) Inswramée- Fund: <cccccicesccscescdctcsccscsereccescon nos 
1944 
Dec, 34) By Brotte anol 0665 co. cesseileedscsccsecsassevs eae kee 
INSURANCE FUND (Deposited in Trust Co.) 
1943 
FORS By WO ANG a a itis ocd cbecdchacccarradaselval tee ceacevsarse aah a 
Dee: 31, To: Interest on Insurance: Bund: e<c.5.<c¢cccccssectscscussaacteccscesstiees 
1944 
Mali Ot MRS aces de Bea cost castor arate ae 
Dec. 31, By Interest on Insurance Fund .......c..ccccccccsssssssessoseceessececencess 
1945 
| aa Cae (SH, 4) , en ee eee Set eR anne Nec eat sera nee 





$4,725.00 


$5,475.00 


141.75 


$5,475.00 


$6,225.00 


310.25 


$6, 


N 


25.00 


$4,725.00 


..$5,475.00 
« 49-75 


$6,225.00 
$4,725.00 
. 141.75 


..$5,475.00 
«- ozo 


.$6,225.00 








COST AND MANAGEMENT 


Comments 

The first step to be taken in the problem is to charge the Profit and 
Loss Account with the amount necessary to be set aside, crediting the 
amount to the Reserve account, which then represents profits set aside for 
this specific purpose and not available for dividends. The next step is 
to invest the cash in some interest bearing security or (as in the problem 
before us) deposit it in a special account when interest on the investment 
is received it becomes a credit, not to the regular Interest account or to 
the Profit and Loss account, but to the Reserve account. As soon as the 
interest credits become large enough to make an investment, securities 
should be purchased and the amount charged to the Investment account. 
In business where the sinking funds reach larger proportions the interest 
is sometimes carried in a special account called “Interest on Investments of 
Sinking Funds”. The interest is not under any circumstances a credit to the 


Investment account. 
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